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Abstract  When  selling  their  products domestically or  internationally, firms 
rely on  more  than  just price  as a strategic  variable.  They  also rely on  non- 
price  instruments such  as advertising and/or  R&D  investments. Any  trade 
policy that  affects  or limits the  use of one  variable  will likely have  strategic 
consequences for  the  use  of  all  the  others.  Using  a  Hotelling model  with 
vertical  differentiation we focus on how  trade  policy barriers alter  price and 
non-price competition on the goods market. The main results  are as follows: 
first, no matter whether the trade  restriction (tariff)  is placed on the non-price 
instrument or on the good itself, the foreign (domestic) firm prefers to increase 
(decrease) its use of its pricing tool and give up some of (increase) its use of the 
non-price instrument. Second, in the presence of a non-price instrument, tariffs 
do not always lead both firms to increase their price: it can lead the foreign firm 
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